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Coastal States Energy Company
175 East 400 S..Suite 800oBox 3oSalt Lake City, UT 841'11
I subsidi.ry of The Coastal Corpotation (8011 596-7111

J u l y  2 7 ,  1 9 8 9

Dtvt$i0i't 0F
611, CAt & lillitiltiG

The Honorable Jarnes Hansen
United States Congressman
1113 LHOB
Washington, DC 20515

Dear

As per our recent telephone conversation regarding the proposed Nevada Electrj-c

Company's subsidiary company, Nevada Electr ic Investment Company (NEICO) coal

lease exchang,e, I am enclosing a copy of the informaLion sheet from the Bureau

of Land l{anagement, Utah SLate office, which provides some background and

considerabl-e insi6hL into the proposed lease exchange and some of the problems

inherenl with that proposal.

As we discussed, there is present ly in place an e>cpedient,  ef fect ive rnethod of

aequir ing needed Federal  coal leases. This process is handled by the Regional

Coa! Team (RCT) and is ent i l led, "Lease by Appl icat ion".

A great deal of time and effort plus eonsiderable exPense hras expencled by the

Bureau of Land llanagement and members of the RCT, the lJtah Division of Oil, Gas

and Hining and the Utah Coal OperaLors Lo modify the coal leasing procedure to

al low the Lease by Appl icat ion Process Lo be implemented.

The proposed coal lease exchange would circumvent this successful competitive
bidding, l-easing process to unfairly accormnodate one co$Pany, which r*ould also

unfair ly enhance their  competi l ive posiLion over other Utah coal operators.

Although Lhe State's resolut ion specif ies that such a lease exchange would not

const i tute a precedent,  i t  does, in fact,  create a precedent which wi l1,  without
quest ion, be fol lowed by other requests for lease exchanges which, i f  not
granted, wi l l  probably result  in l i t igat ion.

Several  Ulah eoal companies are ut i l iz ing this competiLive bidding procedure to

acquire needed adjacenL coal lease gropert ies, i .e. ,  Southern Utah FueI Cornpany'

who recenlly purchased the Quitchupah coal lease adjacent to their rnine near

Salina in Sevier CounLy. Cyprus-Plateau Hining, Company in I' latlis, Garbon County
and ARCO*Beaver Creek Coal Company, who operates mines in Carbon and Enery

Counties, have lease appl icat ions being processed by the RCT. Gl|prus'

appl icat ion is scheduled to go to competi t ive sale someLine in late Septernber or

early October.  Beaver Creek's appl icat ion should neeL compeLit ive sale
scheduling in early 1990. I' ie believe the Quilchupah eoal sale and the other t'wo
proposed lease sales are sound evidence of a readi ly avai lable, sat isfactory,
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e:<pedient coal leasing proBram which obviates the need for special and unfair
treafment via the proposed coal lease exehange.

The above concerns are shared by several Utah coal companies and rnine manaters.
In addition to Coastal States who operates Southern Utah Fuel Company in Sevier
Gounty and Utah Fuel Company in Carbon County, Amax, who operates Castle GaLe
Coal Company, and Beaver Creek Coal Cornpany, owned by ARCO, have e>qpressed their
concerns and displeasure wi lh the proposed coal lease exchange, In addit ion to
the above ULah coal companies, individual mine manaEers have also e:rpressed a
strong object ion and have indicated a wi l l ingness to further discuss their
concerns with you or your staff by phone. You may reach l1r. Ualter llright at
Val ley Camp of Utah, Inc. at  (801) 449-9471, and Hr. Riek Otsen, Soldier Creek
CoaI  Cornpany a t  (801)  537-6360.

I  am also enclosing a recent copy of a SaIt  Lake Tribune art ic le dated JuIy 25,
1989' wherein Hr. Charlie Vaug,hn argues for the lease exchange because Gen lJaI
will Pay royalties and thus the Stat,e will receive additional revenues. of
course they wi l l ;  a l l  coal eompanies pay royalt ies on coal mined. He further
objects to the in-lieu pa;nnent, calling it double payment. PresenL leasing
requirements mandate all successful lease bids to rnake a bonus payment. For
comparison, I am enclosing an excerpt of ttre Utah 1988 Coal Production Sununary
published by the Utah Department of Ener6,y, which deseribes the up-front bonus
payment made by Coastal States for ihe euii.chupah iease.

I f  Coastal  St,ates can be of further assistance to you or your staff ,  please feel
f ree  to  contac t .  me aL (801)  534-3218.

n  H.  Gar r
ector of Governrnental and Public Affairs

Jl{G/ak/102

enclosures

Congressman Howard Nielson
Governor Norman Bangerter
James ?arker
l{ax Nielsen
Dr. Dianne Nielson
t'lalter liright
Rick Olsen
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In format ion  sheet  concern ing  Nevada Power  and i t s  subs id ia ry ,  Nevada E lec t r i c
Inves tnent  Compan ies  (NEiC0)  p roposa l  to  exchange Federa l  cba l  leases  in  the
Al ton  area  fo r  new Federa l  coa l  leases  in  the  l , l i sa tch  P la teau o f  Cent ra l  U tah .

BACKGROUND:

- -BLM has  no  lega i  au thor i ty  fo r  coa l  lease exchanges so
congress iona i  l eg is ' l a t ion  i s  requ i red  fo r  each  exchange .

- -NEICO began  acqu i r ing  Federa l  coa l  l eases  in  the  A l ton  Coa l  F ie ld
in  

. l 96 . l ,  
and  by  1963 ,  had  pu t  toge ther  a '10 ,375  ac re  Federa l  l ease

b lock  o f  p r imar i l y  su r face  minab le  coa l .  The  leases  were  i ssued
compet i t i ve ly  and the  company pa id  $47,966 fn  bonus  payments .

- -U tah  In te rna t iona l  Inc .  (U I I )  he ld ' l eases  on  abou t  
. l 6 , ' l 58  

ac res  o f
ad jo in ing  iand .  Abou t  8 ,944  ac res  o f  the  U I I  l ease  b ' lock  was
des ignated  unsu j tab le  fo r  sur face  min ing  by  the  Secre tary  o f
In te r io r  in  December  o f  

. l980 .  
In  December  o f  

. |986 ,  
UI I  ass igned

some o f  i t s  ho1d ings  to  NEICO.  U I I  re ta ined  in te res t  i n  the
"a11eged  tak ing"  o f  the  unsu i tab le  a reas  and  i s  in  Federa l  C la ims
Cour t  fo r  compensat ion  on  the  losses .  A  ne t  7 ,158 acres  o f
add i t i ona l  Federa ' l  coa ' l  l ease  ava i lab ]e  fo r  m in inq  became NEIC0
proper ty ,  mak ing  a  17 ,533  ac re  lease  b lock .

- -UI I  ( the  mine  opera tor  fo r  the  A l ton  Pro jec t )  submi t ted  a  min ing
p lan  on  the  p ro jec t  i n '1982 ,  and  a  rev jsed  min ing  p ' !an  in  Ju ly. l987 .  

The  la tes t  p lan  ca l l s  fo r  recovery  o f  abou t  110  mi l l i on  tons
of  sur face  minab le  coa l  in  the  A ' l ton  Pro jec t .  Federa l  and Sta te
agenc ies  are  cur ren t ' l y  rev iewing  the  min ing  p1an.

- -NEICO is  in  v io la t ion  o f  sec t ion  3  o f  the  Federa ' l  Coa ' l  Lease
Amendnents  Ac t  due to  i t s  "A l ton  ho ld ings"  p revent ing  i t  f rom
acqu i r ing  add i t i ona l  Federa l  coa l  i eases .  Sec t ion  7  f ssues  and
poss ib le  lease  te rmina t ion  wou ' ld  be  a  concern  on  the  A ' l ton  leases  in
the  mid  

. l990s .

-- In December of  
. l988, 

Nevada Power acquired the Genwal Coal  Company
in  Cent ra l  U tah  (Emery  County )  wh ' i ch  jnc ludes  about  4 . l8  acres  o f
Federa l  lease.  The Genwal  l ' l i ne  p roduces  about  200,000 tons  o f
underground minab le  coa l  per  year .

- -A  la rge  un leased coa l  b lock  ad jo ins  the  Genwal  Mine  and is  the
sub jec t  o f  in te res t  by  NEIC0.  The land is  

' loca ted  
in  the

Mant i -LaSa ' l  Nat iona l  Fores t .  NEIC0 is  p ropos ing  Congress iona l
Leg is ' la t ion  fo r  a  coa l  lease exchange where  the  A l ton  proper ty  wou ld
be o f fe red  fo r  a  es t imated  i0 ,000 acres  o f  coa l  lease around the
Genwal Mine of  Emery County,  Utah.

- -Lack  o f  coa l  da ta  w i ' l l  se r ious ly  l im i t  BLM's  ab i l i t y  to  de te rmine
coal  val  ues i  n the v ic i  n i ty of  the Genrval  t ' l i  ne.  No government funds
are  present ' l y  ava j lab je  fo r  coa ' l  d r i ' l i  i  ng  in  the  un leased coa l  b ' lock
and da ta  acq i r i s i t ion  w i l l  be  expens ive .  

-We 
are  present ly  work ing

wj th  NEiC0 to  deve lop  a  d r i l l i ng  p rogram the  company might  under take .



T  q s l l F c  .

- -Pub l ic  in te res t  may be  d i f f i cu l t  to  ascer ta in  s ince  the  Government
may not be an apparent benef ic iary to the proposed exchange. There
ar r i  p resent ly  no  unmi t iga tab le  Federa l  concerns  regard ing .
deve lopment  o f  the  leases  in  the  A l ton  Coa l  p ro jec t  he ' ld  by  NEICO
outs ide  o f  the  unsu i tab le  a rea  wh ich  is  o f  concern  to  Utah
In te rna t iona l  and no t  NEIC0 bus iness .  Economics  wou ld  appear  to  be
the  dr i  v ' ing  fo rce  behr 'nd  the  exchange,  no t  env i  ro rmenta l  concerns ,
a ' l though env i ronmenta ' l  concerns  have been used to  se ' l l  the  exchange
to  the  pub l i c .

- -The  i ssue  o f  t rad ing  undeve loped  Federa l  l eases  in  Sou thern  U tah
fo r ' l eases  in  Cen t ra l  U tah  was  exp lo red  in  . |98 . l ,  

on  an  exchange
proposed by  Utah  Power  and L igh t .  A  la rge  d ispar i ty  o f  va lue  was
found be tween coa l  in  Southern  Utah  and tha t  in  Cent ra l  U tah
resu l t i ng  in  re iec t ion  o f  the  exchange .  Th is  cond i t i on  i s  no t
be l jeved  to  have  changed  in  recen t  years .  No  economic  coa l
t ranspor ta t ion  sys tem present ly  ex is ts  fo r  the  A l ton  coa l  f ie ld  and
no known v iab le  coa l  marke t  ex is ts  wh ich  may resu l t  in  the  coa l
hav ing  l i t t l e  p resen t  va iue .

- -Nt ICO has  es t imated 236 mi l l ion  recoverab le  tons  o f  coa l  on  the
Al ton  proper ty .  The p ian  present ly  be ing  rev iewed es t imates
recovery  o f  about  1 . l0  mi ' l l i on  tons .  I , le  have asked fo r  reso lu t ion  o f
th is  d isc repancy  bu t  have no t  rece ived a  response.

- -NEICO has  es t imated 80  mi l l ion  recoverab ' le  tons  on  the  land
ad iacent  to  the  Genwal  Mine .  Th is  f igure  is  h igh ly  specu la t i ve
s jnce  a  la rge  par t  o f  the  lands  have  l i t t l e  o r  no  da ta .

- -The precedence o f  a l low ing  an  exchange o f  Southern  Utah  sur face
mjnab le  coa l  l eases  fo r  Cen t ra l  U tah  underg round  minab le  coa l  

' l eases

may lead  to  an  unmanageab le  work ' l oad  o f  o ther  po ten t ia l  exchanges .
Th is  wou ld  be  o f ' l i t t le  va lue  to  the  government  and very  depress ing
to the devel  opment of  coal  and other natural  resources i  n Southern
l l + - k
u  L d . r  r .

- -The BLM has  had a  v iab le  compet i t i ve  coa l  leas ing  program in  Utah
throughout the 

. l980s. 
This exchange may be a deterrent to

cont inu ing  compet i t i ve  leas ing  wh ich  has  been a  depar tmenta ' l
ob jec t i ve .  The t rac ts  a round the  Genwal  Mine  appear  to  be
poten t ia l  1y  compet i t i  ve .

- -0n  Ju ly  i8 ,  1985,  Cha i rman o f  the  Commi t tee  on  In te r io r  and
Insu ' la r  A f fa j rs  asked the  Genera l  Account ing  0 f f i ce  to  rev iew and
eva lua te  the  depar tmenta l  p rocedures  fo r  admjn is te r ing  the  exchange
of  Federa l  coa l  lands  w i th  a  spec i f i c  reques t  to  ensure  tha t :

l .  0n1y  coa l  o f  equa l  va1ue  i s  exchanged ,
2 .  Env i ronmenta l  va lues  are  pro tec ted ,
3 .  The  exchanges  a re  in  the  pub l i c  in te res t ,'  4 .  That  po ten t i  a ' l  

' l y  
compet i  t i  ve  coa l  I  ands  are  no t  exchanged.

The proposed NEICO exchange may not meet some of these object ives.



- -Dra f t  r .g i l t ion  proposed by  NEIc0  woutd  ,3 .  ,onnress  conf i rm
that  i t  i s  in  the  pub l ic  in te res t  to  consummate  the  ixchange,
sh i f t ing  impacts  to  an  area  where  deve lopment  wou ld  be  by
underground methods and away from lands proposed for development by
sur face  min ing  opera t ions  in  an  a rea  wh ich  i s  ( l )  fn  p rox im i ty  to
Bryce  Canyon Nat iona l  Park ;  (? )  sub jec t  to  9 ,000 acres  des ignated  as
unsu i tab le  fo r  sur face  coa l  opera t ions ;  (3 )  sub jec t  to  S ta te  o f
Utah '  s  AVF determinat ion .

In  address ing  these  po in ts  i t  i s ' impor tan t  to  no te  tha t  the
unsu i tab le  des igna t ion  was  made spec i f i ca l l y  to  m i t iga te  the  v i sua ' l
impac ts  o f  su r face  min ing  on  lands  wh ich  a re  v i s ib le  f rom the  Park .
The  des igna t ion  was  made p r io r  to  the ' leases  be ing  ass igned  to
NEIC0.  The government  i s  p resent iy  negot ia t ing  w i th  Utah
In te rna t iona l  to  de termfne damaqes assoc ia ted  w i th  th is
de te rmina t ion .  The  rema inder  o i  the  A l ton  leases  have  been
determined by  BLM to  be  su i tab le  fo r  deve lopnent  by  sur face  min ing
method s .

The Sta te  o f  Utah  has  no t  made a  f ina l  de termina t ion  as  to
des ignat ion  o f  AVFs.  NEIC0 requested  no  fu r ther  ac t ion  a t  th is
t ime.  To ta l  acreage is  expec ted  to  be  qu i te  smal l  w i th  

' l i t t le

impact to total  recoverab' le reserves. l .Jhat impacts there are could
be mi t iga ted  th rough an  exchange process  as  a l ready  au thor ized  by
the  USDI  regu la t ions .  These type exchanges are  co f lmonp lace  in
sur face  min ing  areas  o f  Hyoming,  Montana,  e tc .

STATUS:

- -BLM has  been work ing  w i th  NEiC0 on  prepar ing  a  coa i  exp lo ra t ion
l i cense fo r  the  unexp lored  area  near  the j r  Genwal  Mine .
Coord ina t ion  w i th  the  Fores t  Serv ice  is  con t inu ing  on  a l ' l  aspec ts  o f
the  po ten t ia l  exchange.  The Utah Sta te  Of f i ce  has  agreed v i i th  NEIC0
to  beg in  d ra f t ing  a  p re l im inary  exchange agreement  in  the  near
fu tu  re .

POSiTION OF MJOR CONSTITUENCIES:

- -The Utah Sta te  leg is la tu re  recent ' l y  passed a  reso lu t ion  (HJR24)
endors ing  the  proposed exchange.  The measure  passed unan imous ly  in
both  the  House and Senate .  The Governor 's  pos i t ion  on  the  issue has
not  been de termined.

- -Env i ronmenta l  g roups  in i t ia l ' l y  vo iced suppor t  fo r  the  exchange,
however ,  a  recent  meet ing  w i th  the  l . l i l derness  Soc ie ty  ind ica ted  they
are  look ing  c lose ly  a t  po r t ions  o f  the  se1ec ted  lands  wh ich  a re
heav j l y  used fo r  ou tdoor  recrea t ion .

- -Representa t ive  Howard  N ie lson (R/UT)  i s  repor ted  to  be  w i ' l ' l i ng  to
i  n t roduce 

' leg i  
s l  a t ion  fo r  the  exchange.
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In mid-December 1988, Nevada Power purchased tbe privately-beld
Genwal Coal Company and proposed a lcase exchange to tbe Bureau of I and

Management (BLM). 
-Nevada 

Power is seeking to exchang. Ft-lltbo.usand
acres it o*ns 6n Alion Coal Field with 10 thousand acres of BLM land in
proximity of tbe newly acquired Genwal lease holdings. A bil to this effect is
now in Congress.

Sbould the construction of the Nevada Powe/s Harry Allen Power plant
stay on schedule, within the next seven yea$ Utah slrguld-experience an
un.logo* increase in production as it diO during 1986 - 1988 with commissioning
of IPP units 1 and 2.

On Monday, April 1?, 1989, the Quitchupah Tract was auctioned off at tbe
BLM office in Sali I:ke Ciry. Coastai States was the oniy bidder, payrng 516.2
million for 84 million tons ol recoverable resene (RR). This is about 193
cents/ton of RR or 57,637 f acre.

This may prove to be a vital acquisition for Sufco's furure o_peration The ,.
State of Utah itr6da receive $1.62 milllon each year for the next five yea$ or a
total of $8.1 million for this transactiou.
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